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LAKE PEACTHD., N. ¥. 
The June issue of Tre Excuance tol 


lowed me here, fortunately. I say fortu 
nately because the article about investment 
advisers might otherwise have been over 
looked or merely glanced at during the 
office grind at home. A couple of hints in 


it about ways to evaluate a corporation 


when war orders are prevalent—and _ per 
haps transient—well repaid the reading. | 
haven't enough invested to make the ser 
vices of an advisory firm feasible, and so 
| must “panhandle” helpful ideas wher 
ever | can find them. For me your maga 
offers worthwhile 


ZAK facts and sugges 


M. R. D. 
BETHLEHEM, N. H. 
What you 


every other month. When you write all 


tions. 


print roils me about 
around a group of Stock Exchange stocks, 
you leave a person's thoughts in a kind of 
stew. Your discussions are too general. 
Why can't you be specific, saying whether 
or not you think particular stocks ought 
to be bought or ought to be let alone? A 
blunt opinion ts worth while, a hedge isn't 
worth a hoot, and vagueness simply irri 
tates. | have in mind your skimpy discus 
preferred stocks, the payments 


sion ol 


made on arrears, etc., in the last 


The 
helptul by designating stocks with espe 
D. McD. L. 


issue. 


Stock Exchange ought to be more 


cially good features. 
LOUISVILLE, KY. 

It, as some competent observers ot world 

events maintain, this world-wide war 1s, 

isn't it as much a 


indeed, a “revolution,” 


revolution against the position of capital 


as against old political divisions? A. posi 
tive answer would imply that the great 
foreign possessions and foreign markets ot 
certain American corporations are coveted 
Although the atti- 


tude would be purely materialistic, stock 


by aggressor nations. 
holders in such corporations should have a 
double incentive when they invest as much 
as they can in War Savings Bonds. As a 
stockholder in several corporations, | am 
not forgetting the less worthy impulse in 
going about War Bond purchases, and am 


fe oe 


not averse to saying so. =a 


SAYRE, PA. 

The buyer of Erie Railroad common 
stock just now (June 25) would be on the 
receiving end of a 50 cent dividend, or 
something over 8 per cent on his money 
for this year. The railroad business, as we 
realize in a railroad town like this one, is, 
however, enjoying a bit of a feast instead 
of the recent prolonged famine. To us 
long-time holders of rail stocks, Erie’s pay- 
“rock in a 


ment is in the nature of a 


weary land.” Even if the dividend should 
be the company’s solitary distribution this 
year, it may point the way for action by 
other roads that have had little good news 
for their stockholders tor a long time. 

S.R. OFC. 
MD. 


forth my 


EASTON, 
First, I shall set unsatished 
desire, and then climax it with a request. 
Little factual material comes my way any 
more about the market situation of stocks 
and the rate of income obtainable on in 
dividual common shares. Of course, I can 


figure from published dividends and prices 


Letters to the editor,in whole or in part, are presented here as a contribution to current 
oii discussion of investment, economic and general financial subjects of public interest. 


the percentage of income, except that so 
many dividends in newspaper stock tabu- 
lations carry the marking “plus extras” or 
“last payment”—all puzzling and incon- 
clusive. For a time your magazine pub- 
lished yields in special articles—very inter- 
esting and informative. Do some more of 
it, please. The tact that uncertain totals 
ot taxes to come are likely to upset old 
yields takes nothing away from currently 


D.K. 
SCHENECTADY. HN. Y. 


Unintentional, not to say unavoidable, 


interesting statistics. 


eavesdropping on my part in a local bus a 
couple of nights ago gave me to think. A 
mother, in the seat behind me, said to her 
seatmate, “John makes from $50 to $75 a 
week, overtime and all. Too much for a 
boy only a year out of high school. But 
I started him buying an $18.75 War Bond 
every week, and he is keeping at it. He 
likes to look at the Bonds, he thinks he’s 
somebody now, he thinks he’s getting 
somewhere.” Multiplied many times over, 
as it probably is throughout the country, 
that the 
generation is learning something positive 


this incident suggests younger 
about investments. According to my ob 
servations, this was not the case with youth 
1930's. 
the Stock Exchange to make use of in its 
G. F. F. 


in the Is there material here for 


educational work? 
NEW YORK CIT Y 
Stocks blow hot and cold on inflation 
talk—hot one day and cold for the next 
two weeks. Anyone building a_ trading 
case on inflation is wasting his time. 
©. &..S. 
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Dividends In First Six Months 
Approach 1941 Level 


HE record of cash dividend pay- 

ments on common stocks listed on 
the New York Stock Exchange during 
the first half of 1942 emphasized this 
fact for consideration by investors and 
traders for capital gains—the problems 
of selectivity under war conditions dif- 
fer only in degree from the same per- 
plexities in peace times. 

Despite high taxes and great shifts of 
manufacturing activities, more listed 
companies paid dividends than in the 
first six months of 1941! 

While 24.6 per cent of dividend-pay- 
ing stocks reduced their half-year’s pay- 
ments, no less than 25 per cent increased 
them! 

In ratio to all listed common stocks— 
dividend paying and non-dividend pay- 
ing—payments were increased by 16.7 
per cent, and about the same percentage 
decreased them! 

The estimated net result was an ag- 
gregate dividend disbursement 6.8 per 
cent less than in the six months ended 
June 30, 1941. 

The accompanying table (page 10) 
presents the roster of common stocks by 
groups. Viewed from where the pro- 


spective buyer of common stocks stands, 


the six months’ tendency of dividend 
payments supplies a great deal of room 
for study. For example, the 56.9 per 
cent increase of aggregate distribution 
by the electrical equipment group is 
impressive even for these days of high 
production. The 15.8 per cent increase 
in the farm machinery group may be 
contrasted with a 17.3 per cent decline 
in the tobacco group. Railroad divi- 


dends increased 6.4 per cent and public 


inventories, marked their aggregate pay- 
ments down only 4 per cent. Shipbuild- 
ing, as might be expected, increased its 
cash return to stockholders by 28 per 
cent, 

The half-year’s exhibit, as a whole, 
indicates statistically that apprehension 
lest rising taxes and costs cause heavy 
dividend casualties was not borne out 
by results. The product of heavier 
taxes can hardly be forecast for the sec- 
ond half of 1942, and later; but the 
tabled information suggests that, so long 
as high volume production continues, 
a tall background of gross earnings for 


many listed companies should provide 





parable period the year before. 





IVE hundred and sixty listed common stocks yielded dividends in the first 


six months, compared with 550 in the same period of 1941. 


Common dividends totaled $895,712,000, against $961,315,000 in the com- 


The average common stock on the Stock Exchange list is currently yielding 
7.6 per cent, based on estimated total dividends in 1942 and market values 
of June 30. The totals used in computing the average include all listed com- 
mon issues—non-dividend payers as well as dividend-payers. 








utility payments receded 6.4 per cent. 

Some of the items of the table may 
be surprising. Despite record produc- 
tion, the steel and iron “division” of 
common stocks experienced an increase 
of payments of only 3.9 per cent. At 
the same time, food companies, which 


are setting up heavy reserves against 


reasonable profits. 

While the picture of dividends paid 
during the first six months of this year 
leaves room for conjecture about the 
full year’s results, a look at current 
yields on grouped stocks is interesting. 
Taking a number of prominent “divi- 


(continued on page 10) 
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EXCEEDS PAST 


WITH NOT A POUND 
FOR CIVILIANS 


By THOMAS J. KELLER, The Wall Street Journal 


RODUCTION of 
United 


copper in the 


States and from foreign 
properties controlled by American in- 
terests is running at record high levels. 
But the Axis, and incidentally investors 
interested in statistics of the copper 
field, will have to do without these data 
because publication has now been 
banned by the Office of Censorship. 

Yet massive production still falls far 
short of the estimated armament needs 
plus lease-lend requirements. Civilian 
use of the “red metal” is definitely “out” 
for the duration. 

Thus, there is no question about a 
ready market for every pound of cop- 


per that can be produced. And on vol- 


ume basis alone, gross earnings of the 


Copper Production 


BOOM, 





mining properties will show steady 
gains for some time to come, although 
the rate of future increase cannot be ex- 
pected to be as large as during the re- 
cent years when the greatest expansion 
took place. 

Even so, there will be no huge profits 
made out of World War II by the cop- 
per industry. 

The ceiling price which is fixed at 
12 cents a pound by the Office of Price 
Administration, and steadily mounting 
taxes are taking care of the profit situa- 


And the 17 cents-a-pound set for 


tion. , 


excess production over quotas fixed 
jointly by the War Production Board 
and the OPA will add little in the way 
of extra profit to earnings of the ma- 



















































































jority of large domestic copper mining 
companies, 

The quotas generally were set so high 
that output above the specified tonnages 
will not return much to net profit ac- 
count because of the higher taxes. 

Considering the overall picture, how- 
ever, the holders of copper company se- 
curities are not doing badly in respect 
to income. For a considerable period, 
stability has marked dividends of the 
more prominent producers, and yield 
per investment-dollar at going market 
prices has, for the war period and 


longer, been at least “fair to middling.” 


Status of Foreign Production 


The mining companies having large 
production from mines in Latin Amer- 
ica will fare somewhat better from an 
earnings standpoint than those whose 
output comes principally from domestic 
properties. Here is the way this situa- 
tion shapes up; profits of subsidiaries 
operating in the foreign field, where 


g5 per cent or more of the business is 


Red Metal in Cathode Form 


ANACONDA 








handled outside of the United States, do 
not come under the excess profits pro- 
On 
the contrary they are subject to United 


visions of the American tax laws. 


States income tax statutes based on the 
income tax credit formula provided for 
in income tax provisions established for 
companies operating in foreign coun- 
tries. 

All copper of foreign origin is being 
sold direct to the Metals Reserve Co. on 
a f.a.s. Latin American port basis, and 


since January 1 the buying price has 


been 1144 cents a pound at the ship- 
ping point. This price is roughly 


equivalent on a “delivered Connecticut 
Valley base” to the domestic figure of 
12 cents. The present level represents 
a rise of 1% cents a pound over the orig- 
inal contract price. However, 114 cents 


of this increase is absorbed by taxes at 


> 


~ 


g 
‘ 
| 





ANACONDA 


Copper Miner at Work in Modern Way 


the source of production, and foreign 


income tax rates also have been in- 





Kennecott 


STATISTICS OF SOME LEADING COPPER COMPANIES 


The tabulation is presented in order to supply “background” for the accompanying article. Under censor- 
ship regulations, production figures are no longer available, and have advisedly been omitted from refer- 


ence in the table of past operating results. 


Profit 
Before Taxes 
$51,440,167 


Anaconda Copper Mining Co...... 1940 


1941 
Copper 


Corp 


1941— 87,519,877 


Phelps Dodge Corp 


American Smelting & Ref. Co..... 1940 


1941— 30,532,011 


78,483,696 


1940— 67,545,415 


1940— 16,379,808 
1941 25,706,746 


18,948,979 


Total Net Earned Dividend 
Taxes Income Per Share Paid 
$12,867,708 $35,052,699 $4.04 $17,348,676 
1,350,000* 
30.163.395 43,433,660 5.01 21,685,545 
5.000,000* 
19,708,086 43,837,329 4.05 29,759,546 
$,000,000* 
34,268,020 = 49,251,857 4.55 35,170,372 
4,000,000* 
3,775,829 12,603,979 2.49 7,606,890 
11,000,000 14,206,746 2.80 7,606,890 


500,000* 
6,213,775 12,735,204 4.21 pfd. 3,500,000 
com. 6,027,090 
5.59 pfd. 3,500,000 


com. 7,670,841 


14,789,349 15,742,662 


American Metal Co. Ltd........... 1940 4,946,810 1,249,027 3,689,956 2.69 pfd. 399,120 
com. 2,143,018 

1941 4,738,765 1,434,632 3,135,495 2.25 pfd. 398,220 

com, - 1,836,877 


*Reserve for contingencies. 





creased; so that something less than a 
half-cent a pound is left to be returned 
to net income. 

Copper is not the only metal, or metal 
equivalent, which is in short supply in 
ratio to essential demands. Copper, 
nevertheless, supplies something of a 
measuring rod of the needs of modern 
war. Although 85 to go per cent of 
the total world’s productive capacity is 
controlled by, or domiciled within, the 
lands of the United Nations, consump- 
tion reaches out for all of it, and more! 
Consequently the productive facilities 
for products which are natural and po- 
tential competitors of copper have been, 
and continue to be, in process of a many- 
The bulk of these 
developments are Government financed. 


fold enlargement. 


But along side such growth stand the 
programs of expansion on the part of 
private enterprise . .. doubling and trip- 
ling pre-war production. This growth 
applies particularly to aluminum, mag- 


nesium and the many new plastics. 


What of Substitutes? 

The economic significance of this 
latter war-brought development raises 
some fine—although merely conjectural 
—points for study. We have seen rayon 
preempt much of the field once occu- 
pied solely by silk. It is possible that 


the chemical product may shoulder silk 
entirely out of the competitive field. 
Perhaps it already has done so. Plastics 
were making inroads upon metals in 
important directions before the war 
brought metal shortages. Some amaz- 
ing uses of aluminum were developed 
in the 1930's. 

For a number of uses, however, there 
are no satisfactory substitutes for cop 
per. A great many students of world 
economic conditions feel that the years 
immediately following the end of the 
present conflagration may witness boom 
times, and that there will be markets 
for much of the productive capacities 
springing out of war. Their premises 
are based upon belief that the very 
severity of the bans placed upon the 
manufacture of motor cars, refrigera 
tors, copper and aluminum cooking 
utensils, stoves, and a vast array of con- 
sumer goods, is creating a pent-up buy- 
ing power that will be released in vol 
ume in these ensuing years. 

At the same time it is also felt possible 
that the war, itself, may have imparted 
the needed impulse for the establish- 
ment of the aviation industry as one of 
the nation’s top-ranking peace time 


producers. 


(continued on page 17) 

























“SPOT NEWS” FOR STOCKHOLDERS 
























Many Corporations Are Using Special Means 
To Keep Investors’ Posted 




















« HIS,” remarked the commuter to 

his seatmate as he pointed to a full- 
page newspaper advertisement of a new 
to be ad- 


industrial product, “seems 


dressed to me. I’m a stockholder in 
the company that signs this ‘ad’.” 

“Well, 1 am one up on you,” replied 
the other, “Wednesday's mail brought 
me an eight-page circular from a cor- 
poration I own stock in, telling me, 
with pictures, all about a synthetic rub- 
ber compound it has developed.” 

It is not only the search for materials 
to replace the lost rubber of the Indies 
that is developing a new community of 
interest between many corporations and 
their stockholders. If you study corpo- 
rate publicity in the form of paid space 
in publications, you will discover a 
variety of new products and newly de- 
vised corporate services being brought 


to public attention. While the domi- 


Regional Johns-Manville stockholders meeting in Chicago 


nant intent is to impress consumers 
and dealers, stockholders are also in 
the focus of appeal as evidenced by 
much information which supplements 
public advertising by going direct to 


shareowners in circulars. 


Keeping Them Posted 

For example, certain corporations are 
this Summer sending to their stock- 
holders letters and pamphlets giving an 
insight into laboratory research results, 
descriptions of war materials in manu- 
facture, emphasizing volume and pro- 
duction efficiency the implication 
being that when peace returns, the 
corporations will be well equipped to 
swing back into commercial manufac- 
turing. More than that, there are com- 
panies (including a number listed on 
the New York Stock Exchange) which 


are employing formal operating reports 


to spread technical information about 
particular products. 

This latter development, while not 
overlooked by corporate managements 
during the last three years, has_blos- 
somed luxuriantly in recent months. 
The Standard Oil Company of New 
Jersey is distributing a special circular 
te employe stockholders (but available 
to others) which describes in consider- 
able detail the company’s expenditures 
and results in producing “Buna-N” 
rubber. These facts, along with others 
connected with products brought into 
the limelight by war needs, are high- 
lighted by pictures and charts designed 
to stress the corporation’s up-and-com- 
ing activities. 

The circular, incidentally, draws the 
attention of stockholders graphically to 
the fact that their number increased by 


more than 7,000 during 1941, of whom 


75 
47.4 per cent were “small investors,” 
owning 10 to 49 shares each. 
A Closer Relationship 
General Motors’ pamphlets to public 
and stockholders have been plentiful 
this year. Describing products, produc- 
tion volume, and internal manufactur- 
ing problems successfully met, such 
publicity acts to cement the bonds be- 
tween stockowners and their corpora- 
tions. 
The 


management is bestirring itself to take 


corporate scene indicates that 
the company to the stockholders, if the 
stockholders are chary about going to 
the management for information. The 
flow of facts, which is growing, sug- 
gests that when stockholders of nu- 
merous corporations meet in next 
year’s annual meetings, they will be 
better informed about their investments 


than ever before. 



















(Conclusions based upon current 
banking and investment figures, and 
projected from the foundation of post- 
war experience of the early 1920's con- 
stitute the following thought-provok- 
ing study by a financial district statis- 
tician.) 

— from the poles of two 

opposed points of view, American 

stock exchanges are seen emerging from 
World War II into either a rigidly 
planned economy which will find no 
use for organized securities markets, or 
into a period of competitive industrial 
activity so vast that the facilities of the 
exchanges will be more useful than ever 
before. 

Both these mental pre-views of post- 
war expectations are, of course, extreme. 
In all probability the future of stock ex- 
changes will find a course somewhere 
between them. The shape of things to 
come will be molded 

(1) by the public’s desires in regard 

to the employment of an im- 
mense amount of investable 
capital in private ownership; 

(2) by decisions respecting the con- 
version to ordinary commercial 
utility of great new plant ca- 
pacity which has been financed 
by short-dated private borrow- 
ing or through Government 
loans for war purposes, 


Loans in the latter category are al- 


ready approaching the $10,000,000,000 
mark. With an unprecedented national 
debt, it would be logical to expect steps 
after the war ends to refund some or 
all of the unpaid balances of such loans 
with private capital, It would be logical, 
too, to think that means to transfer this 
debt to private investors in due course 
had influence upon the thought of the 
President of the United States when he 


GALLOWAY 


wrote to Emil Schram on the occasion 
of the 150th Anniversary of the New 
York Stock Exchange— 

“The continuation of an orderly mar- 
ket will be of vital importance both dur- 
ing the war and during the period of 
readjustment that will follow. You 
have an opportunity for great service, 
and I am confident that in this you will 
not fail.” 


Investment Sinews Grow 


These words of encouragement and 
inspiration from the President give a 
significant indication of the trend of 
economic thought within the Adminis- 
tration about the role of stock exchanges, 
now and in the future. 

When economic tangibles are exam- 
ined, certain statistics appear to fore- 


cast an overflowing reservoir of funds 


for investment. The reservoir is being 
filled steadily as war production ex- 
pands, as industry and transportation 
receive payment for materials sold to 
the Government, as supplies are paid for 
and wages disbursed. The results are 
disclosed in bank deposits and invest- 
ments, money in circulation, invest- 
ments in non-transferrable War Savings 


Bonds, and in figures estimating the 


CUSHING 


great and growing national income. 

Consider, first, the trend of bank de- 
posits and the disposition of them, start- 
ing the survey from a year when war 
and its effects were receiving little at- 
tention. The accompanying Table I 
shows a broad banking picture in de- 
tail as of selected “bank call” dates from 
June 30, 1933 todate. (In order to bring 
the data as close to the current calendar 
as possible, the figures for all banks have 
been estimated as of April 4, 1942, on 
the basis of available information for 
member banks of the Federal Reserve 
System.) 

It is seen that total deposits increased 
from $28,000,000,000 in 1933 to almost 
$70,800,000,000 as of the end of 1941. 
The only reversal of the upward trend 
during this pericd occurred in 1938, 


which year produced a moderate de- 


VI 








crease. The figures since June 30, 1939, 
have been the highest in the history of 
the Federal Reserve data, the previous 
maximum occurring in 1928 when de- 
posits amounted to $56,800,000,000, 


Deposits estimated as of April 4 last, 


TABLE 


ties other than governmental issues 
varied little from 1933 to date, ranging 
between $9,000,000,000 and  $10,500,- 
000,000 with at least a portion of these 
changes attributable to changes in se- 


curity values. 


No. 1 


LOANS, INVESTMENTS AND DEPOSITS—ALL BANKS IN U. S. 
SELECTED CALL DATES—IN MILLIONS OF DOLLARS 


Investments 
In U.S. Gov't. 


Securities 
(Direct and Fully 


Total Deposits 
(Excluding Inter- 


Investments 


In Other 


Call Date Total Loans Guaranteed) Securities Bank Deposits) 
6/30/33 $22.203 $ 8.197 $ 9.675 $37,998 
6/30/34 21.278 11,273 9.951 41,870 
6/29/35 20,272 14,259 9,886 45.766 
6/30/36 20.679 17.321 10,457 51,335 
6/30/37 22.514 16,949 10,233 53,287 
6/30/38 21,130 16,733 9,519 52,195 
6/30/39 21.318 18.737 9,562 55,992 
6/29/40 22.341 19.662 9.333 60,582 
12/31/40 23.741 20.983 9,465 65.021 
6/30/41 25.312 23,528 9,105 67,172 
12/31/41 26.616 25,489 8,994 70,792 
4/ 4/42 26,400* 26.500* 9,000* 70.000* 


*Estimated on basis of 4 4 42 data for member banks of the Federal Reserve System only. 


Source :—Federal Reserve Bulletin. 


amounted to $70,000,000,000, a decline 
of $800,000.000 from the high at the 
end of 1941. This reversal of the curve 
was, in all likelihood, attributable to the 
sustained drive since Pearl Harbor to 
War 


sell non-transferrable Savings 


Bonds to the public. 


Ouick Rise of De posits 


Almost one-half of the approximately 
$32,000,000,000 increase of deposits since 
1933 occurred since the inauguration 
of the National Defense Program early 
in 1940, reflective of a great increase in 
national income, the relationship of 
which to bank deposits is evidenced by 
the following figures: 

Total Bank Deposits 
(billion) 


National Income 
(billion) 


1938 — $64.2 6 (30 38 — $52.2 
1939 — 70.8 6/30 /39— 56.0 
1940 at 12/31/40— 65.0 
194] 94.7 12/31/41— 70.8 
Further reference to Table No. 1, 


gives some indication as to the disposi- 
tion of the additional funds placed in 
the hands of banks due to the increase 


in total deposits. Investments in securi- 


6 


Investments in government securities 


increased from $8,200,000,000 in 1933 
to an estimated $26,500,000,000 as of 
April 4, 1942. The only reversal in this 
trend occurred in 1937 and 1938 which 
years show small decreases. 

Total commercial and other loans of 
all banks which stood at $22.200,000,000 
in 1933 declined to a low of $20,300,- 
000,000 in 1935 and increased from $21,- 


100,000,000 in 1938 to $26,600,000,000 at 


the end of 1941. It is estimated that 
total loans declined by about $200,- 
000,000, to $26,400,000,000, during the 
first quarter of this year. 

The foregoing figures indicate that, 
of the $32,000,000,000 increase in deposits 
since June 1933, about $18,000,000,000 
have been invested in Government 
bonds, and about $4,000,000,000 have 
been used for loans while investments 
in other securities over the period have 
changed only slightly. Practically all 
of the remaining $10,000,000,000 is ac- 
counted for by increases in reserves on 


deposit with Federal Reserve Banks. 


Debt, Bonds and Circulation 


Table 2 gives the total national in- 
terest-bearing debt, outstanding amounts 
of non-transferrable Savings Bonds and 
amounts of money in circulation as of 
various dates from 1933 to the present 
time. 

The national debt increased from $22,- 
200,000,000 1n 1933 to $68,100,000,000 as 
of May 31, 1942 with more than 60 per 
cent of this increase occurring since 
June, 1939. 

In 1933 there were no non-transfer 
rable Savings Bonds outstanding but 
by May 31st of this year $9,600,000,000 


(continued on page 16) 


TABLE No. 2 


TOTAL NATIONAL INTEREST BEARING DEBT, OUT- 

STANDING AMOUNTS OF NON-TRANSFERRABLE 

SAVINGS BONDS AND MONEY IN CIRCULATION 
As of Selected Dates—in Millions of Dollars 


Total National 
Interest-Bearing 


Date Debt 
6/30/33 $22,158 
6/30/34 26.480 
6/29/35 27,645 
6/30/36 32.989 
6/30/37 35,800 
6/30/38 36,576 
6/30/39 39.886 
6/29/40 42.376 
12/31/40 44.458 
6/30/41 48.387 
12/31/41 57.451 
3/31/42 61.940 
4/30/42 64.496 
5/31/42 68.108 





*Not yet available. 


Outstanding 
Amounts of 
Savings Bonds 


Money in 
Circulation 


: $5.434 
— 5.373 
$ 62 5.568 
316 6,241 
800 6.447 
1,238 6.461 
1.868 7.047 
2.905 7.848 
3.195 8.732 
1.314 9.612 
6.140 11.160 
8.436 11.566 
8.951 11,767 
9.569 * 


Source: Federal Reserve Bulletin and Daily Statement of the United States Treasury. 


Do You Want To Win This War. 
—HOW MUCH? 





By ARMAND E. FONTAINE, President 


ASSOCIATION OF CUSTOMERS’ BROKERS 





NOUGH time has elapsed since 
the brokerage community enlisted 
with enthusiasm in the War Savings 
Bond sales campaign to permit a brief 
look at some of the methods applied, 
some of the results obtained, and a fresh 
examination of the impelling forces be- 
hind our task. As to these forces— 
Ask any citizen the question, “Do 
you want to win the war?” He will 
stare at you in amazement. Of course, 
he will tell you that he wants to smash 
the Axis, that he cannot think of any 
other result. But if he has not bought 
War Savings Bonds, the next question 
naturally follows, “How much do you 
want to win the war—$10 worth, $100, 
Within your 
means and in proportion to your in- 


$1,000, $10,000 worth? 


come—how much?” 

The personal equation thus being 
emphasized in a way to allow for no 
“hedging,” the vital need of the nation 
becomes a living force in the minds of 
buyer and seller of War Bonds. If the 
money were to be donated, it would still 
be expected that our people would re- 
spond quickly and generously, not only 
out of patriotic considerations but out 
of selfish considerations as well. For, 
on the outcome of the conflict depends 
all we have, all we believe in and all 
we stand for as a people. Yet, from a 


realistic viewpoint, what the brokerage 


community is selling and what the 
public is buying is simply the best in- 
vestment in the world! 


Vast Funds Raised 


recall that 
throughout our history, under our sys- 


It is worth while to 
tem of free enterprise, the financial 
community has raised vast sums of 
money to develop American industry to 
its present capacity for massed produc- 
tion. Today, this productive giant, 
America, calls upon us again to supply 
a great part of the money to meet its 
tremendous war effort through the sale 
of War Bonds and other Government is- 
sues. That is largely the customers’ 
brokers’ job. It is our privilege, our 
duty and serious responsibility to go 
all-out in promoting the sale of these 
securities. 

What is our procedure and how are 
we doing? It need not be said that the 
brokerage and investment fraternity is 
putting all it has into the undertaking. 
Even before Pearl Harbor one large 
Stock Exchange house with which I am 
familiar had devoted much time, effort 
and expense to developing a national 
campaign for the sale of Defense 
Bonds, as they were called back there. 
In home and branch offices its men were 
trained in the important features and the 


investment value of the securities. 





Armand E. Fontaine 


The work was supplemented by na- 
tional advertising in newspapers and 
magazines. A volunteer War Bond 
Speakers’ Bureau was formed in the 
head office. Religious, civic and social 
organizations in the New York area 
and suburbs were notified that a speaker 
would gladly talk at their meetings on 
the investment qualities of the Bonds. 

This was the way one firm went about 
the task. Many other firms have de- 
veloped campaigns as best fitted to their 
personnel and office locations. For ex- 
ample, a number of houses assigned 
several of their men to the work of 
covering a specified number of corpora- 
tions. The workers were made respon- 
sible for soliciting these companies, and 
all of their executives, until the end of 
the war, with the objective of showing 
them how they might purchase . the 
maximum amount of Series “F” and 
“G” Bonds. 


Income Into War Bonds 


Supplementing this “coverage” of a 
definite field, a Stock Exchange firm 
circularized all of its customers, urging 
them to put into effect what was called 
Under it 


a “dividend deduction” plan. 


(continued on page 16) 








RAILROAD DEBT TREND 


SHAPES COURSE 


OF RAIL EQUITIES 


HE ill-wind aroused by war is prov- 

ing the worth of the adage as far as 
American railroads are concerned. En- 
larged earnings brought by war produc- 
tion have had a significant result in 
New York State, and indirectly im- 
parted a new shading to investments in 
railroad bonds in other States. On July 1 
New York’s Superintendent of Banks 
reinstated to the “legal list” for savings 
bank investment some $2,400,000,000 par 
value of carrier securities which re- 
ceded from a state of grace during the 
hard times of the 1930's. 

Some were reinstated without quali- 
fication. Other issues, including a broad 
array of New York Central bonds and 
equipment trust certificates, were read- 
mitted to the list under “Subdivision 7 
as amended by 7-a” of the State Banking 
Law. This legal provision requires that 
fixed charges must have been earned 
115 times in 1941 and at least once in 
four of the five years preceding 1941. 

In theory, the newly altered status of 
many well-known rail issues affords op- 
portunity for managers of savings banks, 
insurance 


trust funds, life 


portfolios, 
etc., to improve portfolio vields by pur 
chases of funded securities which lately 
were withheld from “legal” investments. 
Certain New York Central, Southern 
Pacific, Southern Railway _ securities, 
among others, now afford yields of up- 
wards of 5 and 6 per cent. There is 
nothing mandatory about a legal list, 


however; it stands primarily as a guide 






to fiduciary and other investment au- 
thorities, to be followed or let alone as 
research and individual judgment de- 


cree. 


What About Rail Equities? 


Restoration of so vast a total of bonds 
to the status of New York “legals” 
marks an abrupt change in the situation 
of bond investments. It lends point, 
also, to an examination of railroading 
from the angle of rail stocks. 

With fixed charges covered comfort- 
ably can dividend resumptions be looked 
for in the early future? Will more in- 
dividual dividends be increased, as the 
Santa Fe’s was recently increased? In 
the face of last year’s wage rise, and this 
year’s modest advance in some freight 
rate classifications with the cer- 
tainty of heavy taxes, and uncertainty 
about the volume of traffic after the war 

is there a renewed attraction for 
investment and speculation in railroad 
equities ? 
railroad 


The market appraisal of 


stocks this year has reflected, on the 
whole, a non-committal public attitude 
Only 
recently have the stocks reflected an 


toward such questions as these. 


active market interest, although impres- 
sive earnings and trafic volume have 
been much publicized for many months. 

The public’s slant toward rail shares 
has certainly not been shaped to any 
important degree by earnings, of them- 
New York Central 
earned, after charges, taxes, rentals, etc., 


selves. In 1941 


a shade more than $4 a share; it looks 
like $5 a share for 1942. Atlantic Coast 
Line reported $13 a share for 1941 and 


the scale of net earnings remains high 


this year. Southern Pacific in 1941 
scored a proht of over $9 a share; the 
road has retired all its bank loans far 
ahead of the due dates and is reducing 
long-term debt. But two of these issues 
are selling substantially lower than $15 
a share. 

Atchison, Topeka & Santa Fe, at the 
rate of the lately increased dividend, 
yields more than g per cent at going 
prices on the Stock Exchange, offering 
its own Commentary on investors’ price 
opinion about the stock. 

The rail stocks have displayed little 
response to the earnings record at any 
time since high-tide traffic figures _be- 
gan to make their appearance last year. 


Heavy traffic, meaning large gross re- 


« 
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« 


ceipts, would ordinarily stimulate cap- 
ital gains stock purchases; but the times 
are far from ordinary, so factors addi- 
tional to earnings have had weight in 
forming market opinion. Yet earn- 
ings—profit “available for dividends and 
the earned surplus account”—have thus 
far topped costs, taxes and charges by 
Looking at the 
estimated net earnings for Class I roads 


mouth-filling totals. 


in the first five months of this year, the 
observer would see plenty of evidence 
of currently profitable railroading. 


Earnings Im proved 


The $211,500,000 net, after interest, 
taxes and rentals, which the Association 
of American Railroads estimated for 
January-May, inclusive, ran $92,000,000 
ahead of the same 1941 period, an in- 


crease of 77 per cent. A glance at the ac- 





companying table of profits by months, 


with 1941 comparisons, shows that the 
late winter momentum gained force. 
Such earnings, forecasting a probable 
net of more than $500,000,000 for the 
Class I group for 1942, would tell a story 


reminiscent of the “good old days.” 


During past intervals of $6 to $10 
per share net earnings, such issues as 
Louisville & Nashville, Illinois Central, 
Atlantic Coast Line, New York Cen- 
tral, Great Northern, Southern Pacific 
and Union Pacific often were priced 
from 75 to 130. Do continued low prices 
these days reveal the workings of a de- 
pressive psychology in the market place 
as a result of war, or are there other 
elements present which act as a damper 
on rail operating results? 

In order to decide whether earnings 
may be counterbalanced by important 
elements affecting calculations of trad- 
ers and investors, income and balance 
Under 


tax laws down to date, railroads as a 


sheet items call for scrutiny. 


whole have appeared to benefit because 
Fed- 


eral excess profits imposts have dealt 


of their large capital structures. 


more lightly with them than with many 
industrial corporations. But rail taxes, 
Federal and State, are high and are in- 
creasing. In 1941 Class I taxes were 
82 per cent greater than in 1940. Last 
April they were 131 per cent higher 
for that month than in April, 1940. 


Thus far into the gigantic war traffic 


of earnings. The Class I payroll tax 
under Social Security auspices amounted 
to $138,000,000 in 1941 against $116,- 
439,000 in 1940. The tendency is up- 
ward. The effect of the forthcoming 
Federal revenue act on the overall tax 
situation remains to be figured. That 
it will eat heavily into earnings is sug- 
gested by the fact that last year’s tax bill 
of the railroads was $546,000,000, the 


largest on record. 


RFC Loans Reduced ° 


Much has been made in some statis- 
tical quarters of the application of flush 
earnings to railroad debt reduction. 
Progress has, indeed, been made in this 
direction; indebtedness to the Recon- 
struction Finance Corporation, which 
occurred chiefly in the 1930's, has been 
paid off or reduced by various proper- 
ties. Bank loans have been cut down or 
eliminated by recently heavy borrowers. 
In some cases the inflow of cash has been 
employed to retire long-term funded 
debt. 

But an item easily passed over is still 
retarding the net reduction of railroad 


obligations—equipment trusts. Loans 





1942 
Net income after in- 
terest, taxes and 
rentals ... 


Earnings in the table estimated by the 





CLASS I RAILROAD NET EARNINGS FOR FIRST 
FIVE MONTHS OF 1942 vs 1941 PERIOD 


§211.500.000 


May .. . . « $63.600,000 $43,173,000 47.4 
Apel. . . . . « STSCORR 7.264,000 697.0 
March 48.230,000 35,256,000 36.8 
February 23.800.000 15.000.000 58.6 
January . . . . . 25,700,000 19.700.000 30.5 


1941 % Increase 


$119.500.000 77.0 
Net Income by Months 


American Association of Railroads. 








period, record business has been han- 
dled by about 12 per cent more operat- 
ing employes than were on the payroll 
in 1940. As necessitous forces are in- 
creased, however, a payroll tax, which 


was not applied until 1936, takes a toll 


to buy rolling stock have been rising 
while other debt was being retired. Last 
year’s authorizations of $275,350,000 
were more than double the total of 1940. 
The aggregate Class I debit account has 


not yet been marked down to any ma- 
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terial degree, and it is this account, pre- 


sumably, that long range investors in 
corporate equities watch with care, look- 
ing forward to the end of the war and a 
consequent change of operating volume. 

Traffic, the principal source of profits, 
and carrier debt, have seldom in rail- 
road history been studied as closely as 


Huge traffic and 


proportionate large earnings are trans- 


in this war period. 


lated into debt repayment and lightened 
debt maturities, also lower fixed charges. 
If high traffic should continue for a 
long period, and debt retirement should 
be pressed by rail managements, it is 
conceivable that many carriers would be 
in position to carry on comfortably when 
trafic turns down again. But what is 
a reasonable expectancy for the life of 


war-brought traffic? 


Matter of Figuring 


The statistician might figure this way: 
presuppose three more years of inten- 
sive war production; assume that a rail- 
road property with a debt of all kinds 
amounting to $850,000,000 (it happens 
New York Central 


would come into such a 


that the System 
category ) 

able to retire $30,000,000 of its obliga- 
tions annually. The total of $90,000,000 
paid off in the three years would be a 
shade less than 16 per cent of the total— 
a sizable reduction, or 


not, according 


to the point of view. Upon the inves- 
tor’s attitude toward the theoretical per- 
centage would pivot his opinion of such 
a railroad’s stock for the long pull. 

A decline of 


would bring a 


trafhc—of earnings— 


strong emphasis upon 


rail success in cutting down the debt 


structure during the big years. A 12 to 
20 per cent decline in debt would be an 
important cushion against the effects of 

business recession, for bond holders 
and stockholders both; especially as fore- 
bodings about a trafic slump is light- 
ened by thoughts of renewed freight 
movements on a vast scale when recon- 


struction gets under Way. 
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First-Half Dividends—Some Yields 


(continued from page 1) 





sions,” the following estimates of 1942 
dividends are based on six months’ de- 
velopments, along with yields figured 


on stock prices as of June 30, 1942: 


Stock Estimated Yield 

Groups Dividends % 
Automobile $178,074,000 7.4 
Aviation 12,212,000 10.9 
Chemical 246,801,000 a. 
Electrical Equip. 73,659,000 6.8 
Food 118,115,000 6.9 
Mining 95,421,000 9.0 
Petroleum 208,890,000 6.9 
Steel, Iron, Coke —113,555,000 10.5 
Tobacco 70,665,000 8.6 


The estimate of aggregate dividend 
payments are based, in the table, on the 
first six months increased by the ratio 


of total 1941 payments to disbursements 
in the first half of 1941. The estimated 
yield is based only on issues which paid 
a cash dividend during the first six 
months of this year. 

Any estimate of yields over a period 
which has yet to show its actual results 


guide to readers. 


is, of course, merely a § 
If anything realistic has been developed 
by the nation’s participation in the war 
it is that studies of equities must fre- 
quently be revised .. . especially in the 


light of new taxes, corporate reserve ac- 


counts, operating costs, and the ten- 


dency of debt either to rise or be paid 
off out of earnings. 











DIVIDEND PAYMENTS OF COMMON STOCKS 
LISTED ON THE NEW YORK STOCK EXCHANGE 
—First Half of 1942— 


No. of No. Paying 

Issues Div. in Ist 

Listed 6 Mos. 1942 
Amusement... .. 14 9 
Automobile . . . . . 62 36 
Des «a ee oe oe 4 
Building .. 27 16 
Business & Office Equip. 9 8 
Chemical . . : 66 58 
Electrical Sentiens ma .« 13 
Farm Machinery ... 6 3 
Financial 29 22 
Food 57 42 
Garment . 5 4 
Leather a ae 12 8 
Machinery & Metal 76 58 
Mining 34 21 
Paper & Publishing 25 21 
Petroleum 37 25 
Railroad 80 38 
Retail Merchz witabes 65 18 
Rubber 7 4 
Shipbuilding & Gusnetinn 10 8 
Steel, Iron & Coke 38 26 
Textile 23 16 
Tobacco . ge te ad 19 16 
All Public Utilities 7 29 
U. S. Cos. Oper. Abroad 23 10 
Foreign Companies . . 13 1] 
Other Companies . . . 18 6 
Teese wc sk ws oe 560 


Per Cent 

No. Paying Estimated Div. Change 
Increased Payments: Ist Over Ist 
Dividends 6 Months 1942 half, 1941 
4 $ 5.451.000 — 0.5% 
12 74,821.000 —33.0 

2 5.131.000 —37.1 

0 8.383.000 — 8.9 
2 6.108.000 |. 0.6 

13 103.698.000 —16.3 

3 30.949.000 +56.9 

1 6.460.000 +15.8 

4 25,248,000 — 7.5 

10 49,628,000 — 4.0 

2 1,177,000 +13.5 

2 5.599.000 + +10. 8 

22 32.020.000 1 3.1 

5 40.093.000 — 5.8 
7 6.094.000 1 $.6 

4 87.769,000 + 3.7 

1 67.321.000 + 6.4 

10 52,730,000 — 7.1 
0 3.159.000 — 9.4 

7 3.656.000 +28.0 

7 47.712.000 + 3.9 

5 7.596.000 ——-193 

2 29.691.000 —17.3 

5 148.742.000 — 6.4 

2 17,134,000 + 23 

4 26,775,000 + 2.8 

] 2.567.000 —— 20.7 
140 $895.712.000 — 6.8° 























































WEST INDIES 
SUGAR 
CORPORATION 


Common Stock, $1 par value 
TICKER SYMBOL: W I D 








UGAR has more of the aspects of a 


national issue, than of an everyday 
commodity, and most of the informa- 
tion reaching the public on the neces- 
sity of its rationing is colored more by 
But 


EXCHANGE has occasion to present some 


opinion, than by fact. now THE 
of the general economic background of 
this commodity, since the common 
stock of West Indies Sugar Corpora- 
tion is to be listed on the Stock Ex- 
change. 

The sugar-producing industry has 
long been noted for its economic ups 
and downs, which have been partially 
induced by the varying treatment it has 
received under tariffs and subsidies. But 
in 1937 it reached a solution to some of 
its problems when twenty-one nations 
signed the five-year International Sugar 
Agreement. Among other matters, this 
agreement established export quotas to 
the “free market.” In the latest year for 
which these quotas were definitely set, 
Sept. 1, 1939, to Aug. 31, 1940, the prin- 


cipal allocations and actual shipments 


were as shown in the table at the bottom 
of the column. 

During the first World War, the 
United States Government was instru- 
mental in encouraging the investment 
of hundreds of millions of dollars in 
Cuban sugar plantations, but later, with 
the resumption of sugar planting in all 
quarters of the world, the Island’s pro- 
duction fell from 5,100,000 long tons in 
1929 to approximately 2,700,000 long 
tons in 1939. 

Sugar is one of the commodities under 
the control of the Secretary of Agricul- 
ture, who is empowered, under the 1937 


Mill of West Indies Sugar Corporation at Barahona, Dominican Republic. 


f WOES PT — 


Sugar Act, to estimate the requirements 
of the country, to divide the market 
among the various areas according to 


fixed ratios, to regulate production and 





Actual 
Onota Shipments 
(Thous. of Metric Tons) 
Cuba 811 770 
Czechoslovakia 235 * 
Dominican Republic . 364 378 
The Netherlands (incl. 

Neth. East Indies) . 1,010 1.017 
Peru 305 281 
US Sak. 161 * 
Total exports to free 
market (fig. incl. lesser 
prod. of certain other 
countries) . . . . «3,182 2543 
Australia** ey) * 
South Africa* ; 296 27 
British Empire Col.** 855 722 
Grand Total . 4,908 3,539 

‘Figures not available 
*Enjoy preferential tariff position in the United 
Kingdom 


The Philippines do not appear in the above tabula 
tion since its government had agreed not to ex 
port to the free market as long as the then existing 
irrangement with the United States remained in 
force 





processing and to exercise control in 
other important respects. Also, the un- 
used quotas of any area may be real- 
located by him to other areas. 

These quotas were initially set up: 


1942 Quota 
(Short tons raw value 


1,862,811 


Areas 


Continental Beet 


Mainland Cane 504,995 
Hawaii 1,127,420 
Puerto Rico 959,088 
Virgin Islands . 10,716 


1,237,764 
2,297,533 

31,747 
8,032,074 
A high total allotment was made 


Philippine Islands 
Cuba ee: 
Other Foreign Countries 
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in order to fill an estimated consump 
tion need of 6,666,890 short tons, raw 
value, after eliminating the Philippine 
quota and allowing for a considerable 
reduction in the Hawaii quota. 

These consumption needs are being 
altered by the rationing plan, but on the 
whole the needs of the United States, 
Great Britain and other Lend-Lease 
countries are rising, and Cuba is rais- 
ing its largest sugar crop in recent years. 
It is expected to total 3,950,000 Spanish 
long tons, of which it is estimated 2,- 
985,000 Spanish long tons (equivalent 
to 3,405,885 short tons) will be avail- 
able for distribution in the United States 
and to Lend-Lease countries. 

West Indies Sugar Corporation, 
through its subsidiaries, is one of the 
three largest sugar producers in the 
West Indies, customarily accounting for 
approximately 4o per cent of all raw 
sugar produced in the Dominican Re- 
public and approximately 3 per cent of 
Cuba’s production. In the current sea- 
son the four mills operated by its Do- 
minican subsidiaries will produce ap- 
proximately 1,100,000 bags (320 Ibs. 
each) of raw sugar, and the production 
of the three mills operated by its Cuban 
subsidiary is expected to total 800,000 
bags (329 Ibs. each). Part of this will 
be in the form of invert molasses. 


Be fore the present crop Was started, 


Loading lighters. 


the corporation arranged to sell its total 
Dominican production to the British 
Ministry of Foods at a price dependent 
upon that which Cuba would receive for 
raw sugar sold to the United States and 
the United Kingdom. This price was 
later established at 2.65¢ a pound f.o.b. 
Cuban ports, and for invert molasses at 
2.50¢ a pound of sugar content in the 
molasses. 

A selling price of 2.65¢ a pound is 
therefore assured for almost all of the 
corporation’s Dominican and Cuban 
production. Transport difficulties are 
delaying delivery of the crop, but in 
May the Defense Supplies Corporation 
advanced to Cuban producers go per 
cent of the value of the sugar and mo- 
lasses sold by them to the United States, 
Under the contract terms, responsibility 
for taking the sugar rests with the buyer. 
Provision is further made that the un- 
shipped balances must be paid for be- 
fore the end of the current calendar 


year. 


Average Sales Price a Pound 
Crop Produced in = 
Year Ending Shipments to the Shipments to 

Sept. 320 Un:ted States World Markets 
1937 . . . 2.444 1.07¢ 
1938 . . . 1.84 1.06 
(939. « « EB? 1.32 

1940 . . . 1.659 1.496 

1941 . . . 1.92 0.925 


(continued on page 16) 
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IME was, but a long while ago it 
T seems, when the reinstatement of rail- 
road bonds to the “legal list” of the State 
of New York would have roused consid- 
erable interest—a buying interest—in the 
securities so honored. A practical interest, 
that is, among trustees of investment funds. 
Not so, however, in connection with the 
elevation to the roster on July 1 of a mass 
of carrier bonds and notes. Trust men and 
private advisers to large portfolios who 
were canvassed by THe ExcHance, main- 
tained generally a “you'll have to show us” 
attitude. Why, precisely? 


»« 


The answer, by and large, lay in a mix- 
ture of modern railroad history with cau- 
tious effort to anticipate the situation of 
the railroads when heavy war trafhe de- 
clines. The bugaboo of a trafic slump 
at that indeterminate date is haunting the 
folk who are responsible for the manage- 
ment of other people’s money. Without be- 
ing at all cynical, the layman might find 
cause to wonder at some phases of psy- 
chology which directs investment thought 
over the years. Where confidence in the 
capabilities of the great rail systems used 
to be exuberant, now super-caution spreads 
its wings. Whereas many railroad mort- 


gage bonds were considered to be the cream 


of the corporate crop during the decades 
when huge debts represented by bonds 
were being erected, super-caution becomes 
hard-boiled after the debt has been built 
up. All of which puzzles not a few ob- 
servers who see high-record traffic moving 
today and expect it to continue for some 
time. 


> « 


Not only high-record traffic but the 
same being moved to far-flung terminals 
smoothly and with the use of less rolling 
stock than even in the boom year of 1929. 
Not only with a comfortable margin of 
profit over required bond interest for prom- 
inent roads, but with substantial additions 
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to a lot of railroad cash accounts. With 
something being done, too, in the way of 
reduced, or eliminated, bank loans and 
long-term debt. And, also, with the 
chances good for resumptions of dividends 
among properties whose stockholders have 
seen no cash return for a decade or longer. 


»« 


The puzzle growing out of this year’s 
(and last year’s) favorable turn of the rail- 
road industry is made none the less per- 
plexing to such observers because so much 
stress is being laid upon the problematical. 
The present is favorable, the early, and 
perhaps later, future looks cheerful for 
railroading; why get into a lather over 
something unfavorable which could be of 
short duration? Sure, railroaders them- 
selves expect a sharp reduction of traffic 
when the war ends, but if the early after- 
math of the first World War is recalled, 
the lapse of war tonnage may be expected 
to be followed by the renewal of peace ton- 
nage also on a great scale. If reconstruc- 
tion work and replacements of varied 
goods at home and in Europe brought 
much business to America after 1918, can- 
not a volume two or three or five times as 
large be awaited when Europe, Asia and 
Africa will have to be rebuilt in great part 
and restocked with peace goods? 


»« 


It is safe to say that the puzzle is equally 
dificult to managers of investment funds 
as to the layman. The managers have to 
be realistic, while the layman takes chances 
with his imagination alone. The managers 
are humanly inclined to lessen chances of 
error by by-passing risk so far as is possible. 


Ex) CHANGE | 


Two to five years hence it should be less 
difficult to get a line on railroad ability to 
support the rail debt structure without 
strain; so, with other investments avail- 
able, go easy on railroad bonds in the in- 
terval, whether they have the stamp of 
“legal” or not. Which in no way solves the 
problem about investment psychology that 
made a flock of rail mortgage bonds prime 
holdings in other not-so-long-past-years 
when traffic also was heavy and earnings 
sizable—and debt was being increased in- 
stead of being decreased, as now is the 
tendency. 


»« 


The reinstallation of bonds such as New 
York Centrals, Southern Pacifics, Chicago, 
Burlington & Quincys, and Illinois Centrals 
in the New York State list is not, how- 
ever, being passed completely by funds’ 
managers and portfolio advisers. Many 
such bonds were already held when the 
New York Superintendent of Banks took 
action this month, not having been liqui- 
dated when the securities met with official 
disfavor in other years. Such holdings 
now have reattained an official blessing. 
Their lodgment in certain trust accounts 
is approved from above. The market 
prices of many have improved since July 1. 
The birds of ill-omen have not come home 
to roost after all! 


»« 


And, again, the “legal list” being broad- 
ened, funds’ managers are supplied with 
a bit more leeway than they enjoyed before 
July 1 for switching about. Investments 
which had been frozen, some for a num 
ber of years, can be thawed by a transfer 
into securities with a higher standing, 
without much, if any, sacrifice of principal 
value. Emphasis put upon railroad im 
provement, which the reinstated “legals” 
provide, if they contribute not much else 
to current investment, an incentive for 
more intensive study of railroads. 
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Prudent Investor Rule 


Gains Widening Support 


ISION = and 


blended with an ample supply of 


imagination, well 


common sense, this is the picture 
which the trust administrator entertains 
of his qualifications. While he acknowl- 
edges that these traits must be supple- 
mented with caution and conservatism, 
he disclaims complacency and inertia. 

Would extension of the “Prudent In- 
vestor Rule” to additional States aid the 
trust administrator in fulfilling this role 
which he foresees for himself? 

Time and again the managers of 
fiduciary funds have cited the need of 
keeping pace with changing economic, 
political and social conditions. Rarely 
have changes of this nature presented 
themselves in as rapid succession as to- 
day. Whether a useful purpose would 
be served by broadening the scope of 
investment powers under fiduciary laws, 
to include selected corporate stocks and 
bonds, naturally is a subject which re- 
quires deep economic study. Decision 
will rest with the legislatures of the 


various States, which in turn will de- 
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pend upon the recommen- 
dations of local trust com- 
pany authorities; but because 
of its bearing upon the 
securities market, THE 
EXCHANGE presents some of the current 
discussion of this phase of trust affairs. 

On the surface, several considerations 
appear to favor wider adoption of the 
“Prudent Investor” principle. This rule, 
already in effect in several States, in- 
cluding Massachusetts and Connecticut, 
is based upon a decision of the Massa- 
chusetts Supreme Court more than a 
century ago and may be stated briefly 


as follows: 


All that can be required of a trustee 
to invest is that he shall conduct him- 
self faithfully and exercise a sound 
discretion. He is to observe how men 
of prudence, discretion and _intelli- 
gence manage their own affairs, not 
in regard to speculation, but in regard 
to the permanent disposition of their 
funds, considering the probable in- 
come, as well as the probable safety 
of the capital to be invested. 


At present, there are at least 17 States 
which do not have statutory restrictions 
on trust investments. In the remaining 
States where such restrictions are in 
force, trustees (in the absence of a spe- 
cific grant of broader investment powers 
in the will or trust instrument) are lim- 
ited to investments of the “legal list”— 
generally including stipulated groups of 
Government, State and municipal 
bonds, first mortgages, and certain util- 
ity, railroad and industrial bonds. 

The main shortcoming of any legal 





CUSHING 


Massachusetts State Capitol. 


list, in the opinion of adherents of the 
Prudent Investor Rule, is that it at- 
tempts to determine the soundness of 
a security by its past performance alone. 
Merely because an industry or a class of 
securities has had a good past record 
and has paid dividends for a number of 
years is no assurance, of course, that its 
future trend will be equally favorable. 
It is an indication—but no more than 
that. 


Since it is improbable that any com- 
bination of words can be devised which 
will foresee correctly the intangible in- 
fluences affecting investments, it might 
be more practicable to establish general 
standards of investment policy, rather 
than to prescribe specific classes of legal 
investments. 


ay 


In the average trust company only 30 
per cent of the accounts administered 
are estimated to be so-called legal ac- 
counts, while in the remaining accounts 
the trustee has full investment power. 
Further, the proportion of non-legal ac- 
counts is said to have increased within 
the last ten years. Thus the adoption 
of the Prudent Investor Rule would 
represent an extension of, rather than a 


departure from, present practice, 


Proportion of “Legal” Trusts 


Some observers have maintained that 
the Prudent Investor Rule amounts to 
an “open sesame” to practically any 
kind of investment. But a review of 
court decisions in Massachusetts reveals 
the following general limitations which 
have been placed upon investments in 
that State: 


Speculative investments should not 
be purchased, nor investments which 
are lacking in seasoned performance 
as to safety and yield. 

Investments should not be made in 
a trade or private business. 

Junior liens should not be pur- 
chased. 

Second mortgages have been criti- 
cized. 

Investments in real estate outside 
of the jurisdiction are not looked upon 
with favor. 

Non-productive real estate and in- 
vestments in personal loans without 
security are not proper. 

Investments of a wasting nature, 
such as mining and timber lands, are 
considered hazardous and speculative. 


One of the States in which there is 
agitation at this time to remove the 
statutory restriction is Pennsylvania. 
Through the Trust Company Section 
of the Pennsylvania Bankers Associa- 
tion a comprehensive argument has 
been advanced favoring the Prudent In- 
vestor Rule, and a bill is expected to be 


introduced in the legislature. This will 


be the second attempt to secure adop- 
tion of the rule in Pennsylvania. 

On the subject of investment yields 
(upon which it appears preferable to let 
trust men speak directly for them- 
selves), the Pennsylvania Bankers Asso- 
ciation says “. . . For a long time the 
yield in legal accounts has been ex- 
tremely low. This is due to the low 
yield return of Government bonds and 
bonds that qualify under our acts and 
to the difficulty of obtaining satisfactory 
mortgages. In a small estate restricted 
to legal investments, it is very difficult 
to provide any kind of an adequate in- 
come for the testator’s dependents. This 
income at the present time can be in- 
creased by permitting investment in the 
discretionary common trust fund or in 
certain high class bonds and seasoned 
common and preferred stocks.” 

The liquidity of trust funds also 
could be expected to benefit. In the 
search for satisfactory yields, there has 
been a growing tendency in recent years 
to invest heavily in mortgages, which 
has resulted in a non-liquid or frozen 
condition in many instances. Especially 
where distribution has been in order 
upon the termination of trusts this has 


been disadvantageous. 


Wishes of Testators 


Whatever policy is adopted should, 
in the final analysis, be guided by the 
desires of prospective testators and set- 
tlors, themselves. Where they have 
been queried on the subject, the Penn- 
sylvania Bankers Association says that 
almost invariably they have expressed 
a desire to give to the trustee the broad- 
est powers. Most legal accounts are 
said to arise through accident or inad- 
vertence and are found largely in the 
older wills and trust instruments. A 
man making his will can easily over- 
look the fact that unless he specifically 


provides that the investments made for 


his estate shall not be restricted to so- 
called legal investments, no other kind 
of investments may properly be made. 

Any act placing the Prudent Investor 
Rule in effect normally would, of 
course, reserve to the testator or settior 
the full right to prescribe that the fund 
be invested in legals or such restricted 
type of investments as he may desire. 
The terms of the instrument would al- 


Ways govern. 


Is Wider Discretion Wise? 


What are the pitfalls standing in the 
way of wider application of the Pru- 
dent Investor Rule?) The main objec- 
tion which has been raised is that it 
opens up to all trustees—including the 
individual and the small bank which 
lacks extensive research  facilities—a 
wide field of investment in which, wit- 
tingly or not, they might indulge in 
speculative or non-seasoned securities. 
The answer to this is that trustees al- 
ready have non-legal accounts in which 
they are allowed full discretion, so that 
no really new problems would be raised 
by the extension of this system. Under 
any rule, Prudent Investor or otherwise, 
it is emphasized, speculation on the 
securities 


purchase of non-seasoned 


would not be tolerated. Investments 
would have to be justified in the same 
manner that non-legal investments cur- 
rently are. 

As with any profession calling for a 
high degree of ability and integrity, the 
human element is predominant. The 
investment duties of the trustee ‘un- 
doubtedly would be increased under 
the Prudent Investor Rule. The central 
point of consideration, when the ques- 
tion comes before State legislatures, ap- 
pears to be whether the greater latitude 
would enable him to discharge his re- 
sponsibilities more capably, or would 
react to the detriment of trust bene- 


ficiaries. 








Do You Want To Win This War ? 


(continued from page 7) 


10 per cent of all income credited to the 
customer’s account would automatically 
be transferred to the purchase of War 
Savings Bonds. The results were more 
than encouraging. 

A special bulletin was mailed, early 
in the campaign, to all of the clients of 
a Stock Exchange house, giving a com- 
plete story of the several Series of bonds 
and recommending the purchase of 
them. An attractive poster, specially 
designed for the purpose, was displayed 
in all of the firm’s branches in order to 
stimulate the interest of its employes 
as well as its clients. Since January 1, 
this firm’s personal sales effort, sup- 
ported by bulletins and display cards, 
than 


sl ” od i 
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has resulted in sales of more 
$6,500,000 War Bonds, Series 
and “G.” 

The foregoing are merely some of the 
“exhibits” of War Bond sales effort and 
results as they have come to my atten- 
tion. There is a lot of work still to be 
done, and plenty of room for the display 
of salesmanship and sales ingenuity in 


carrying on the absorbing task. 
Investment Portfolios 


We would do well to examine the in- 
vestment portfolios of some of our 
clients who own corporate bonds and 
debentures selling well above par, yield- 
ing about the same return as War Bonds. 
If interest rates should rise some time 
in the next ten years, holders of such 
corporate issues would be faced with 
a considerable decline in the market 
value of these securities, which would 
not occur were these funds invested in 
War Bonds, Series “E,” “F” 


For example, a corporate bond currently 


and “G.” 


selling at 105 to yield 2.75 per cent, ma- 
turing in 1970, would have to decline 
18 points in price to reflect a 1 per cent 
War 


Bonds, mentioned above, always know 


increase in yield. Owners of 


16 


what the cash conversion value of their 
holdings will be. At the other extreme, 
the outlook for some very low priced 
stocks may be so doubtful that the client 
might well sell them and put the pro- 
ceeds into War Bonds, where he would 


at least receive a return on the proceeds. 


Stock Exchange Prospects 
From a Realistic Angle 


(continued from page 6) 


had been sold, the major portion since 
June, 1939. 

Money in circulation which stood at 
$5,400,000,000 in 1933 had increased to 
$11,800,000,000 as of April 30, 1942, with 
about 75 per cent of the increase since 
19 39. 

The foregoing figures show that bank 
deposits, money in circulation and in- 
vestments in Savings Bonds have in- 
creased by almost $30,000,000,000 since 
1939. 

In addition, private investments, ex- 
clusive of banks in other government 
securities, have increased by several bil- 
lion dollars. It seems reasonable to as- 
sume that these totals will continue to 
expand rapidly along with the increas- 


ing war efforts of the United Nations. 
New Security Investors 


This expansion in investments, sav- 
ings, etc., is similar to, although much 
greater than, that which was experi- 
enced during World War I. We are 
again witnessing investment in Gov- 
ernment bonds by literally millions of 
persons who have never before owned 
securities—creating a new generation of 
individuals who for the first time are 
conscious of a personal meaning at- 
tached to securities. 


In the light of experience, it is a nor- 


mal expectation that, at the termina- 
tion of this war and the end of urgent 
support of the war effort, many of these 
investors will acquire a fresh attitude 
toward securities. As their Government 
securities mature, or are refunded, or 
otherwise are redeemed, the holders will 
seek investment for at least part of their 
cash in corporate securities. It will be 
recalled that, subsequent to 1919, the in- 
vestment of much private funds which 
previously had been devoted to Liberty 
and Victory Bonds were transferred to 
corporate issues, thereby providing a 
large part of the capital used in the 
industrial expansion of the 1920's. 

It may be expected, as in the earlier 
post-war period, that similar investment 
steps will be taken in respect to bank 
deposits of individuals, and also for part 
of the expanded cash circulation which 
will be in the hands of potential in- 
vestors. 


West Indies Suga r 


(continued from page 12) 


The more favorable current prices are 
producing improved earnings of the sub- 
sidiary companies in the 1942 fiscal year 
and lately have enabled the company to 
eliminate all funded debt and to buy 
in a considerable portion of the pre- 
ferred stock. 

Sugar production and net income of 
the corporation in the last five and a 
half fiscal years are shown below: 


Year ended Sugar Produced 


Sept.30 (Bags) Net Income 
1937 1,811,207 $909,714 
1938 1,766,290 186,779 
1939 1,778,157 1,304,396 
1940 1,847,483 1,647,045 
194] 1,600,259 140,396 
5 Mos. ended 

2/28/42 (est.) 383,962 1,233,478 


The figure of estimated net income for 
the five months ended Feb. 28, 1942, is 
after a reserve of $305,984 for post-war 
rehabilitation or adjustments, and for 
other contingencies. 


Copper Production of Boom Extent the cargo-space of water-borne craft, the 








demand for which by shippers of heavier 
t D 
(continued from page 3) materials may be expected to run abreast 
e : ve 
of reconstruction work on three con 
\viation, along with shipbuilding in considering air and water transpor- — tinents! 
it . <i . . . ; 
require great quantities of copper, as tation after the war, examined in terms of more humdrum 
ir is : : 
fl well as aluminum—two complementary Proop carrying planes to be exceeded necessities, the backed-up demand for 
industries in al period like the present, Ivy the multiplication of passenger aur copper is also impressive in considering 
with accompanying implications that liners in number and size! Depleted the industry. And in the meantime, 
ye , , 4 ; : me : 
they will continue to march shoulder international merchant fleets to be re- before conjecture can be translated into 
1 to shoulder after hostilities end. From built, to the extent of scores of thou fact, mines and finishing plants seek for 
_ the viewpoint of copper consumption, — sands of ships! The freight-carrying — greater and greater production. Copper 
. the imagination .can find wide exercise airship to supplement for lighter goods is essential in war and peace. 
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” MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 
nt 1942 1941 
1k MONTH END DATA JUNE MAY APRIL JUNE 
rt DCO cai ae ee Oe SM He Sw we ue ee es AD 1.470 1.469 1.169 1.463 
a 2. Share Issues Listed . . ie ee Rom wm KR owe we Se 1.242 1.242 1.241 1,232 
3. Par Value of Bonds Listed Boh 1 Sn om. Bs ae Be om Sn ee 61.899 61.956 60.572 56.159 
n- 4. Bond Issues Listed . . . . i-ke @ 6 B-e & a & Ie 1.152 1.166 1.163 278 
5. Total Stock and/or Bond Seaeaes ; he ec» & ~ 2 ee 1.213 1.214 1.213 1.279 
6. Market Value of Listed Shares . . . . 2... 1. . O¢MilS) 3.419 32.914 31.449 39.608 
| 5 . 
| 7. Market Value of Listed Bonds . . . ..... . . (Mil.S) 59.112 59.257 57.924 53.237 
8. Market Value of All Listed Securities . . . . . . . (Mil.S) §2.531 92 nei 89.373 92.845 
| 9. Flat Average Price—All Share Issues Sh da ee & HO 34.28 3.84 33.35 38.02 
| 10. Shares: Market Value = Shares Listed . . . . 2... OCS) 22.33 22.40 21.41 27.07 
11. Bonds: Market Value — Par Value ........ (8) 95.50 95.604 95.63 914.80 
- | 12. Stock Price Index (12/31/24=100) . 2... 2 2 et) 15.3 11.6 12.6 54.0 
a | 13. Shares in Short Interest + ke Reo ae eo > 514 534 531 179 
| | 14. Member Borrowings . . ow & od. SR 10 324 $35 116 
>ar | Per Cent of Market Value ‘of L need Sha Wee ss oc & Ne 1.02 0.99 1.07 1.05 
to 15. N. Y. S. E. Members’ Branch Offices . . . .... . (No) 768 790 809 898 
uy | 16. Total Non-Member Correspondent Offices . . . . . . (No.) 2.647 2.056 2.687 3.074 
ad | DATA FOR FULL MONTH 
| 17. Reported Share Volume. . oe SS ee ee, & 7.166 7.229 7.589 10.462 
of Daily Average (Incl. “a Se we ae & ee Se oe 287 289 304 118 
r Daily Average (Excl. Saturdays) . (Thou) 315 315 330 168 
| Ratio to Listed Shares 2 wk we tH we we eH we CRI 0.51 0.49 0.52 0.72 
18. Total Share Volume (Incl. Odd Lots) . . . . . . . (Thou. 9.675 10.079 13.740 
| 19. Money Value of Total Share Sales . . . . . . . ©) 6¢ Thou.) 226.102 226.187 350.146 
E | 20. Reported Bond Volume (Par Value) .... . . . (Thou.®) 133.776 156.658 174.011 119.426 
+ | Daily Average (Incl. Saturdays) . . . .. .. . . (¢Thou.S) 5.145 6.266 6.960 5.977 
Daily Average (Excl. Saturdays) . . ... . . . . (Thou.S) 5.053 6.871 7.602 6.519 
6 Ratio to Par Value of Listed Bonds . . . 2... 1 (%%) 216 256 287 .268 
5 21. Total Bond Volume (Par Value) ........ . (Thou.$) 165.276 186.165 153.363 
6 22. Money Value of Total Bond Sales . . . . . . . . . (¢(Thou.S) 80.772 86.629 78.266 
23. N. ¥.S. E. Memberships Transferred . . . . . .. . (No.) 9 9 8 8 
g SUE Ck ws eS ee RR Ke ee TH 23.667 18.333 18.857 25.333 
24. Stock Clearing Corporation: 
for Average Price of Settled Shares . . . 2. 2... we OES) 20.4 19.9 18.7 22.0 
, 1s ; 
- | Note: Items 13. 14, 18. 19. 21, 22 and 24 are as of ledgers which normally reflect transactions up to the close of the 
- 
wa } second full preceding business day. 
for | 











PANORAMA 


of Investment 
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Long Future 


The full scope of American industry . . . 
manufacturing . . . transportation 
communication ... merchandising. . . 
is portrayed by the more than 2,000 
issues Of corporate securities on the 
New York Stock Exchange. 


x 


Most of the largest. oldest: industrial 
companies are listed there—nearly all of 
the railroads, along with the principal 
petroleum, public utility, aircraft cor- 
porations. When synthetic rubber cre- 
ates a highly productive new industry, 
the manufacturers will largely be found 
in the Stock Exchange list. 

‘The nation’s leading organized securi- 
tics market contains the materials . 
and the services ... which are essential 
for the shaping of thoroughly rounded 
investment schedules. 


Neu York Stock Exchange firms 
maintain offices in 
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